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US-DEPARTMENTOFHOUSINGANDURBANDEmoPMENT 

Office of Inspector General 

45]7*St,S.W. 
WASHINGTOH D.C 204104500 




MEMORAMDUM FOR: p. Michael Beard, -Regi, 




fro: 




onal hspector General for Audit, 6AGA 
es A H^sCAl/istant Inspector General for Audit, GA 

With CVR Associates, Inc. New 



SUBJECT: Housing Authority of New Orleans Contracts 
Orleans, LA 



. "^^^^^^ my email to you dated October 77 9nn^ t^- 
assignment. Attached is their report on tkT^Z jl "^f^I ^T'' ^°^ '° ^^^ ^' 
drafted cannot be issued. We foL pS^bZ^ Xin^f^n . ? ^ "^^ ^°^ ^ P^^^^y 
^appropriate criteria and non-compS^ceT.in^^r ^'^^ ^°^ ^^ ^^ of 
Manual and Government Audfe^S^S^rr^.^lr"^^ "^^^^^ Audit Ope^^^ 
^ur draft report ^3,^^,^^^^^-^^^^^^ 

and you performed insufficient woric at HANOtnTT ^ ^' '^^^^ ^ ^«^ HANO 
actions, ^' "^""^ ^ ^^^^ ^ ni^e recommendations for collective 

Boarf of yo^ audit "icSSw ^obSd 1^?^ ^^'^^ ^-^ ^"^"o «« 
the status of.thsrcfeml, ^ ^™'*""'«^»<' requea a periodic repon on 

Attachment 
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Attachment 

Technica] Oversight and Plaiming Division 
Report on Review of Draft Audit Report 
Housing Authority of New Orleans (HANO) 
Contracts with CVR Associates Jiic. 

Visited F,. Worl^and ^Tc^ZS^r^T^^e^'^--"^.'''''^'' ""'^ 
comments and Counsel's comm™,,^, °? ^ ''^Sion 6 had onr initial 

-vised discussion^ ^^m^^^^^Z"' '?"^i*' ""^ '»-' *^ •"■= 
associated tecomn:cndations as ^^SSZlZ^,^^^ ^^^^ 

Findings anff g^^^mmendatinn^- 

^^S^"^" 6 recommends in JA that miD direct th^ UJ f^ ^ w . ; , 

SecretazyforPEIinSsc^^StfyX^^^^^^^^ 

to CVR for $145,625. Conseauentlv thl ..H^^ tor HANO did act ^prove the disbursement 

the $145,625. ^^^^^^^ntly, the audit evidence is insufficient to justify recovery of 

Region 6 recommends in IS that HUD dirert th^ jta ,^ t. ^. 

paid after the contract expired. "" ''^^ '^" ^^^^' ^^^ ^' inappropriately 

Region 5's report did not provide any evidence th^t ih^ « • 

August n, 1999 as opposed to theTfCSh^.^ . T'l"^"^ ^tually performed after ■ ' 

that extending the conLt beyond 2^2 ^^^^^^^^ "f "' ""^ "'''""^^^ '^^ ^*^^- 

,6's^dencedidnotdemonstSethatTArSe^^^^^ 

Board for HANO did not anDrove hnth fh, „„ ^. ^cwelaiy lor PIH a, ins c^Mcity as acting 

disbursement. ConseqTenflv X »,,H V *"™'^«.='*«>«<'n md each individual ^ 

$444,042. "■^«"'«"'y' *= ^^t evidence is msufficient to justify recovery of the 

S^/.^-r""^ ^" ^^ '^' ^ -^ "i'^-^'^---^»- .^^ C«, ^„e^. ,^ 
ITus recommendation was based o. the firs, two recomm^lations that are not supported 

M discussed above, Region 5 did not demons^, that the HA actons were never authori^ 
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e 



The revised discussion draft did not contain the evidence as reaueaerfhvirr- , • . . 

IG Counsel advised in their memomndmn that until evidence oresented m fh. h™a 



whe.h.^.nchdnpr^^orwrsr^tTs^^^or'.i'^r^'' 

maynotdiscIo'sefli^WA ,™„, . v^- v-uuvcrseiy, (-VK spoor recording keepine 

o.*^ «^L aJZs^Zg^ ^"^ lue.u^^a^ airfare upgrades. SpTJ 

L the FA^wS '°'° "^ "'^" •" ^-«' ^'^ '"'' "'" l^n'onsttate 
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Attachmeiit 

We do not agree that a debannent action is appropriate because the doUar amounts in this 
onoing are minor. - 

S22J07for off-sUe office space, in 4B of $20,208 for telephone expenses, in 4C of $36 215 for 
clerical support, ^nd in 4D to initiate administrative sanctions against CVR pnncipab. 

The initial draft contained finding 4 captioned as the Authority inapprapriately subsidized CVR 

did not offer a strong basis for action regarding inappropriate charges. IG Counsel 
recoinmended that subsequent drafts explore an alternative theory that CVR's expenses are 

^L^\ Tie 10-27-04 draft revised the cnteria for finding 4 modified on page 33 in one ' 
ZUt^::T"^ ""' '""^ recommendation with the exception of inc'efsing Se 
amount questioned by a imnor amount The discussion draft changes do not provide sufficient 
evidence that CVR expenses are unrelated to tlie contractual duties 

Region 6 recommends in SA that HUD direct the HA to repay its program $IS1840. 

^e B^^d"^^^^^'" "^'f ^' ^^"^ Housing,.also ftilfiUing the dual responsibility as ' 

fl^Zf' ^^"'^'^ ^^ ''°''*'^* "^^ authorized the disbursement of $131 840 The 
draft report m^propnately recommends that HUD undo what it previously authorized 

^:^.^^t^Snre^c^^^^^^ 

ra Counsel stated that finding number 6 should be pared down significantly Specificallv th. 
mrelevant pomts that do not bear upon the finding include, but are^Sd to ^ ^' 

X'T.tr^j'^ll'^r^^^^^P' ^^'^ --^^i ^vise "thT^^^d^ther 
HUD exonerated Mr. Marchman of federal etMcs violation in footnote 54. 

■ae finding was not pared down significantly and the irrelevant points remain The footnote 
reference was deleted but the other two references remain. ' 

^Z" f '■7°'™^'* "■ ® "^^IVO ,ate appropriate adrruntitrati^ action against CVR ' 
Associates Inc. and its principals. "gauisi i,i-« 
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ae draft report does not provide sufficient specific evidence against CVRmincipak or the 
names oftheprmoipals to justifythedebatmentaction. K-pnirapalsorthe 

tHf!!!^K>'^t??''''"'"^"=^™'°°^-™"J'i»'*<'"ldl'e™fflcient to address 

mat the contract schedules should have been attached and maintained, but whether t^\„^L^ 
so constitutes an off^e indicating a lack of business integrity s^wlys^t^f 
taotnpetence, petiraps, bu, probably not a lact of intagritrm^^SL^^rtes 
itochmm successfcUy - and for misdeeds in conneo&n with niaintSTfte^T 
docmnents. not for taking CVR money within the 2.year post-«nplo3.M ^ 

IG Audit Operation.'; TUaTmal ar.H 
Government AnHttJng Standards- 

t^^L^'^f^ ^"^""^^ ^^^^ P"^^"P^ ^2A5(3) states that auditors must describe in 

states objectivil^e^SesS^e o^^^ ^r°°T "^"^ ^"^"^ '="=8^ «■« 

mphes cnticism or imsupported conclusions We infoimed R^oi^T, T ^ 

initial draft that biased tZs were not^Z'I^^lt^.^'^fZTJ^"^ °" "^^ 
same biased words The li^. r,f h,=.c«^ „ ^ I^ t '^^^^^^^ ^^ revised report contams the 
i^ea woios. liie lists of biased words and orphrases are on the foUowing table. 



Attachment 
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Government Auditing Standards describe the elements for a quality report including being 
complete and concise. In paragraph 8.41 the Government Auditing Standards require that the 
report contain all evidence needed to satisfy the audit objectives and promote an adequate and 
correct understanding of the matters reported. Paragr^h 8.53 requires that the report be no 
longer than necessary to convey and support the message. It states fiirther that extiraneous 
detail detracts from a report and may even conceal the real message and may coniuse or distract 
the user. 

The revised discussion draft does not comply vrith the standards for being complete and 
concise. In the draft report's Background section on page 1 in fbe first paragraph the 
discussion draft states "HUD allowed the Authority to manipulate itself off the troubled list 
through the use of self-certified performance scores". In the Background section beginning on 
page 3, the discussion draft states that the Authority awarded three contracts to CVR including 
the conti^t for technical assistance for $2j 778,240. and on page 4 the discussion draft discusses 
the technical assistance contract in detail. The discussion about the troubled list and technical 
assistance contract is extraneous detail because the discussion draft did not demonstrate its 
. relevance to the audit objectives. 

AOM paragr^h 3-1 7c2 states that auditors must provide HUD management with as much 
information as possible to help m determining what action they should take. The findings did 
not identify the source of fimds nor the programs being charged and therefore will not assist 
HUD management in deciding on tiie appropriate action to take. 

AOM paragraph 4-2A5a describes the information needed for the Background section of the 
report The Background section normally will not discuss the content of the findings. 
However, the discussion draft did include in, the Background section, information about the 
feiding on the payment to Mr. Marchman in violation of the Louisiana Ethics Law, and on the 
discrepancies in the procurement process. Similarly, AOM paragraph 4-2A5b describes the 
information needed for the Scope and Methodology section of the report The Scope and 
Methodology section normally will not discuss the content of flie findings. However, the 
discussion draft did include in the Objective and Scope section information about the content 
of the six audit findings. 

Policies and Procedures: 

AOMparagraph"l-5 discusses the inter-office communications and coordination needed 
■ between OIG ofBces in both Headquarters and the Regions. The AOM recognizes that auditors 
may need the advice of IG Counsel. For this assignment the region should have consulted IG 
Counsel for clarification of nmnerous requirements on a for-profit entity because the 
contractual provisions were not clear. The region used OMB A-87 as the criterion and as IG 
Counsel explained this criterion is not for a for-profit entity and Federal Acquisition 
Regulations apply. The region interpreted the conti^tual provision as not permitting CVR to 
substitute personnel but IG Counsel disagrees and states the region will not prevail in this 
argument The region interpreted the contract provision as not allowing CVR to charge for 
certain expenses but IG Counsel states that the evidence does not present a stixjng breach 
theory although an alternative approach is possible. The region expended a significant amount 
of audit resources that could have been avoided if IG Counsel's advice had been obtained early 
in the audit. 



Attachment 
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EXHIBIT F12 

Cc! William Nixon/FTW/HUDOIGSiHUDOIG; Danita Wade/FTW/HIlDOIG®HUDOIG; 
Lynelle Kunst/FTW/HUDOIG@HUDOIG; Doima Hawkins /WAS /HUDOIG@HUDOIG 
Sub j ec t J Re : CVE 



/. 



: James Hetst/WHQ/HUDOIG 

09/15/2004 03:24 PM 



■3'^- 



To D Beard/FTW/HUDOIG@HUDOIG 
cc OIG TOP ReviewAmQ/HUDOIG@HUDOIG 
Subject Fw:CVR 



Please restructure ttie report and revise as suggested. Return the revised draft for review. 

See comments below. 



in addition to Roger's and Stan's comments, ttie background and scope sections have finding infbmiation 
that does not belong in those sections. 

Would you please circle what you see and fax those pages to me. Thanks. 

We will keep you posted on any comments from Saddler. 
Jim 



• Forwarded by James Heist/WHQ/HUDOIG on 09/15/2004 04:15 PM — 




Stanley 
McLeod/WHQ/HUDOIG 

09/1 5/2004 02:22 PM 



To jheist@hudoig,gov 
cc 
Subject Fw:CVR 





pass our comments to Beard. We are asking some additional questions of Bryan which may have further . 
impact 

Stanley — Questions to, and answers from, Mr. Saddler need to be in the Vf" 

workpapers. Would you please include us in the discussions 

^-^ ^--^ ^AfVi£,^^ 

— Foiwarded by Stanley McLeod/WHQ/HUDOIG on 09/15/2004 02:18 PM 
Roger 

Nieseri/WHQ/HUDOIG jo Stanley McLeod/WHQ/HUDOIG@HUDOIG 

09/15/2004 02:11 PM cc John Gryg rows ki/WHQ/HU DO IG@HUD01G 

Subject CVR 



Stan, TOP has reviewed the subject draft audit report and has the following comments. We will need to 
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see this one again. 

[attachment "CVR Draft 9-7-04 (Reg 6).pdf' deleted by D Beard/FTW/HUDOIG] 

This report needs some major rework and may be better structured in two findings, 

I disagree that it may be better structured into two findings. It is fine as it 
is. This is a request audit from Carmen Valenti. He is hoping we can give him 
a strong platform that he can use to justify appropriate sanctions. The 
reports six finding headlines provide that platform and allow a reader to 
skim through six separate instances of questionable behavior. We are 
attempting to make a customer happy. Thus, I would prefer not to expend 
the serious effort needed to rework this for cosmetic purposes. Also, one 
item that is missing is that these are two different contracts and in some 
instances the cause differs. The duplicates is written the way it is because 
of the possibility of fraud as opposed to compliance with OMB Circular. 

As suggested by fAr. Heist, I would like to run this by Carmen before we 
proceed 

1 . The Housing Authority of New Orleans was not properly managed. 

• E>id not follow procurement regulations 

• Did not properly oversee its contracts 

• fti^jpropriately steered contracts 

• Pamitted conflicts of interest to exist 

2. CVR overcharged for ineligible and inappropriate expenses. 

• CVR inappropriately charged over $1.1 million 

• CVR charged for duplicate and ineligible expenses 

• Li^propriate subsidized expenses 

• Finding 1 should address aU the Authority's weaknesses, independent of CVR. It should 
discuss who was in control and responsible. The impact is the amount of inappropriate charges 
that have occurred through lack of oversight etc. Recommendations should be for repayments as 
^propriate firom non federal funds and appropriate administrative actions against the persons 
responsible as identified by position in the report. 

• Finding 2 should address CVR's liberty's it took, emphasizing those instances where 
information was hidden to prevent detection by the Housing Authority, and those hillings etc. 
that were in clear violation of the contract. This finding should not reiterate all the faults of the 
Housing Authority's loose controls, but concentrate what CVR did that is wrong. 
Recommendations would be for recoupment of funds and debarment of principles if the case can 
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be shown that this was intentional and not poor record keeping. -- 

• There are dozens of flagrant expressions and words that need to be removed. To the cold 
reader it spears that the auditor has a bias against the auditee. The audit should stick to the facts 
and let the reader draw the conclusions. 

We cannot locate any flagrant expressions that need to be removed, nor do 
we concur there is any appearance of bias — all the field auditors have 
signed independence statements. This audit does stick to the facts and does 
draw appropriate conclusions ~ please identify which statements are not 
facts and which conclusions you would like us to remove. 

• All findings and conditions need to he supported with criteria that will convince the cold 
reader that a required regulation or procedure has been violated. The evidence cannot be audit 
conjecture that these are bad guys, it must be direct. 

Please identify what findings and conditions are not supported with criteria 
and where we have used conjecture that these are bad guys. 

• Referrals can be made to the IRS and the State of LA but they do not need to be addressed 
in this report. 

Disagree. Violations of IRS and State laws and regulations are fair game for 
this report. If not addressed here, then where? 

■ Expressions that are unsure like, "it appears" either need to be determined or removed. 

Please identify which "it appears" and other unsure expressions you would 
like us to remove. 

There are comments in this report about CVR's dealings with Puerto Rico HA. These are 
tangential to the topic at hand and should be removed. 

Disagree. This is evidence of a repeat finding and should appear in the 
report {&AS 7.29). It also aids HUD's case for debarment since it shows a 
history. 
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^%N "•^•^^^™^OFHOUSINGA^ORBANDEVELOPME^^^ 

Office Of Inspector General 

4517*St,S.W 
WASHINGTON, D.C. 20410^500 

DK I 7 2004 
fRO^^^es A. Hd^CASstant Inspector General for Audit, GA 

drafted camot be issued. We fold Z^^^^'il ^to ta the report as presently 
mappropriate criteria and non-compK^ce Z^L f ^"^ "^ """P""- th' "« of 
Manual and Govanment AuiZ7sZl2X^T'f7"°^ ''^*' A"*' Op««ions 
your draft Import «conmendadotSSy"™^f^M^«'*'»l'P°«f--ch Of 
and you pezfcnned insufficient work^So o^^T ''™!,''''™^y •«* ™* HANO 
actions. "™^' ■commendations for cotrective 

the status of the refeiral. ^ ^'^ "^"^ "^'^^'^^ ^d request a periodic report on 

Attachment 
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Attachmenf 



TecImicaJ Oversight and Planning Division 
Report on Review of Draft Audit Report 
Housing Authority of New Orleans (HANG) 
Contracts with CVR Associates Ihc 



revised di.om.ionr^rr=?^7rfr!:r'?"^e°"°^'"™''*^'T'» 

associated reco.»=^«on. . dl'CeTf S^XXl "^ "^ ^ 



Findings and Ra;nmm«,J,|; 



ons; 



M. W«, 625 for the ou, of, cope y,ork (^MtiStt ' '*"" '" "'^ ''^"^ "/ 

to CVR for $145,625. CoDseanentlvT ^^H^ ™^^^° '^'>'«" W"™ tto disbmsanrnt 
the $145,625. ™"^"™"5'. thsaiiditovidence,simiifficieDtloj>istifyrecovayof 

tha extendiiis the oonLt beyond 2 yeTCS T*"' *' *''=^''" *^ ^«« 

6-s evidence did not demons We toT^°f^Z2"^ ^^I ^» H™- R^on 
Bo.nl feHANO did not app^vet^L 1" SS td^ri^^ Tl"^- «^ 

msrec„n:.end..ionwasbasedon.hefi:«.„„.econ™eodationstaa«=nota.pp„««l 
~ Region 6 recommends in ID thnt TfTTn fr,i.„ 

As di.cu.ed ahove. Region 6 did no. den.„n..at= that the HA action, w^ncveranaorized 
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IG Compel advised in their memorandum &at they would be glad to examine a mv^'.e^ ^ ^ . 
assess Aether a basis for action against CVR existe under the FAR R^6'^Z . 



FAR and are s^bj^^o ^S.'^^.J^S "^ «>-- H* "^-"^-^^^ ™to«i ae 

agencies. The remed dirt report oontoed th, ,7™^^ ^ *^^^ "'™'>' ''^'^ 
report reviewed by IG CounsT °"^ ™'^ recommendation as the 

te'e^.ltn'^rlfr 'io?':^ t •°.*"— «™ice. pet.m>et . 

wheth^an s^h d-^iioate^rwrsr^ers^^ " Tr^'' 

maynotdiscIfn!pfhf.TTA ™- . ™. ^^^^y> "-vK spoor recordinsteeninp 

other i^ijMeaJZ^c^^^^'"'''^'^'"''^"^^^-^^'^. <?«. 21/ 

c°st?Cf ^'lo^Co^XSrAtT f^' f '^^'"'^ ^>- -^-^ •^^' 

entity and CVR. costs ml. e~d^dlF^''™?'a^T^""^ 
questioned amomt to $36 73Sh„t^rwTw.u ?='=™=<'''raftnKreasailte 

that the FAR was violated '* *' "^^^^ «° A-87 and did no. dcmanstnfc 
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We do not agree that a debaimeat action is appropriate because the dollar amounts in this 
tindmg are minor. - 

$22,107 for off-site office space, in 4B of $20,208 for telephone expenses, in 4C of $36 215 for 
clerical support, and in 4D to initiate administrative sanctions against CVRpnncipab. 

Tte initial draft contained finding 4 captioned as the Authority inappropriately subsidized CVR 

did not offer a strong basis for action regarding in^ropriate charges. IG Counsel 
recoinmended that subsequent drafts explore an alternative theory that CVR's expenses are 

that tune The 10-27-04 draft revised the criteria for finding 4 modified on page 33 in one ' 

™f 1 ""T"^ """ '""' recommendation with the exception of in^Lg the 

ZZ ^^^^t ^ ' "^°' ™^' ^^ "^^^"^^^^^ '^ *=^^g^^ <1° not provide sufficient 
evidence that CVR expenses are unrelated to the contractual duties ^^s^cient 

Region 6 recommends in 5A that HUD direct the HA to repay its program $131,840. 

ZSr^f ' ^^?^^ ^^ ''''^*^ "^^ authorized the disbursement of S131 840 The 

draft report mappropnately recommends that HUD undo what it previously authoriz^ 

^^^^^^/^-ommends in 5B that mm take appropnateadnnnisti-ative sanctions ag 
former Authority administrators. against 

^^ fonn^/dministrators were perfenning their duties as directed by HUD and in 
accordance with the provision of the Cooperative Endeavor Agreement ^ ^"""^ 

ftCp:::^:ttlT'^''^^^^^ 

IG Counsel stated that finding number 6 should be pared down significantly. SpecificaUv the 

^joyment of ajecade long relation^p, HANO's counsel advise on the ban, ank whether 
HUD exonerated Mr. Marchman of fedei^ ethics violation m footnote 54 

Th^ding was not pared down significantly and the irrelevant points remain. The footnote 
reference was deleted but the other two references remain. 

TMs issue can be addressed in a letter to the State recommending action against Mr 
Maichman IG can take this action without obtaining HUD appLal or 5Snf HT Jn tn 

the memo has been sent and its contents ^"u^mg mar 
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^It^^t?""" '*°'' r ^"^^^" ''^''^' 'P'"^'^ "^^^'^^ ^SBinst CVRprincipals or the 
names ofthepnncipalstojustifythe debarment action. P wme 

Region 6 has ataady prepared a referral on Mi. Hill and that should be sufficient to address 

that the contract schedules should have been attached and maintained, but whether M^t^l 
so consfttutes an offense indicating a lack of business integrity seeThighl^^sCT 

Ma^T'rr' '"^^T """Pf^'Iy-' - '-=i of in'^gri'y. Dnless s^n^pr^ecutes 
Marohman successflUly - and for misdeeds in connection with maintaming the conh^T 

IG Audit O perations Maimal and 
Government AnHi'tijig Standards: 

t^J^^f°^ ^"^""^ '^'^^^ P^"^^^ ^2A5(3) states that auditors must describe in 
nan^ve what items are selected, the selection process limitations if any aS^esX 

accomplishedL However, m footnote 35 the drait report states we performed limited testiTL 

authonties or charged more than one housing authority for tiie same expenses T^Z^L 
w^ mconcWe and further work was notperfoma^due to time cSSs ^e^fed 
^TZ™^r^^°^^^^^^--^^^^^ Objective 

AOM paragraph 3-16A3 states that findings must be &Uy and objectively developed and- 
p^ent^ m an unbiased mamier. Further, the Government Audi4g Stan^Ss pXt^ 8 46 
^^esobjecuvrty requires tint the presentationofthe entire report be\^^ 

be bal^ed^:™""" "^f "^^ ^^'^'^' P^^^^ '■'' ^^°-*« to state L 
J^^^l'^y "i™^^ ^^ f^°^ P^-^t ^°"^ ^d logical evidence to support 
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nutial draft that biased terms were noted and should be deleft Th^ ^.^.^a _* 

sanae biased words. V., lists cf biased words a^ ^p^'^ » thTSS^^S^^^r" '^ 
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Government Auditing Standards describe the elements for a quality report including being 
complete and concise. In paragr^h 8.4 1 the Government Auditing Standards require that the 
report contain all evidence needed to satisfy the audit objectives and promote an adequate and 
correct understanding of the matters reported. Paragraph 8.53 requires that the report be no 
longer than necessary to convey and support the message. It states further that extraneous 
detail detracts jfrom a report and may even conceal the real message and may confuse or distract 
the user. 

The revised discussion draft does not comply with the standards for being complete and 
concise. In the draft report's Background section on page 1 in the first paragr^h the 
discussion draft states '*HUD allowed the Authority to manipulate itself off the troubled list 
through the use of self-certified performance scores". In the Background section beginning on 
page 3, the discussion draft states that the Authority awarded three contracts to CVR including 
the contract for technical assistance for $2,778,240 and on page 4 the discussion draft discusses 
the technical assistance contract in detail. The discussion about the troubled list and technical 
assistance contract is extraneous detail because the discussion draft did not demonstrate its 
relevance to the audit objectives. 

AOM paragraph 3-1 7c2 states that auditors must provide HUD management widi as much 
information as possible to help in determining what action they should take. The findings did 
not identify the source of fimds nor the programs being charged and therefore will not assist 
HUD management in deciding on the qjpropriate action to take. 

AOM paragraph 4-2A5a describes the information needed for the Background section of the 
report. The Background section normally will not discuss the content of the findings. 
However, the discussion draft did mclude in, the Background section, information about the 
&iding on the payment to Mr. Marcbman in violation of the Louisiana Ethics Law, and on the 
discrepancies in the procurement process. Similarly, AOM paragraph 4-2A5b describes the 
information needed for the Scope and Methodology section of the report. The Scope and 
Methodology section normally will not discuss the content of the findings. However, die 
discussion draft did include in the Objective and Scope section information about the' content 
of the six audit findings, 

Policies and Procedures: 

AOM paragraph 1-5 discusses the mter-o£5ce communications and coordination needed 
■ between OIG offices in both Headquarters and the Regions. The AOM recognizes that auditors 
may need the advice of IG Counsel. For this assignment the region should have consulted IG 
Counsel for clarification of numerous requirements on a for-profit entify because the 
contractual provisions were not clear. The region used OMB A-87 as the criterion and as IG 
Counsel explained this criterion is not for a for-profit entity and Federal Acquisition 
Regulations ^ply. The region interpreted tiie contractual provision as not permitting CVR to 
substitiite personnel but IG Counsel disagrees and states the region will not prevail in this 
argument. The region interpreted the contract provision as not allowing CVR to charge for 
certain expenses but IG Counsel states that die evidence does not present a strong breach 
theory although an alternative approach is possible. The region expended a significant amount 
of audit resources tiiat could have been avoided if IG Counsel's advice had been obtained early 
in the audit 
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EXHIBIT F12 

^^ Cc! William Nixon/ FTW/HUDOIG@HUDOIG; Danita Wade/FTW/HUDOIG@HUDOIG; 

Lynelle Kunst/FTW/HUDOIG®HUDOIG; Donna Hawkins /WAS /HUIiOIG®HUDOIG 
Sub j act : Re : CVE 



: James Heist/WHQ/HUDOIG 
^j/^^^ 09/15/2004 03:24 PM 



-^m 



■^' 




To D Beard/FTW/HUDOIG@HUDOIG 
cc OIG TOP Review/WHQ/HUDOIG@HUDOIG 
Subject Fw: CVR 



Please restructure the report and revise as suggested. Return the revised draft for review. 

See comments below. 

in addition to Roger's and Stan's comments, the background and scope sections have finding information 
that does not belong In those sections. 

Would you please circle what you see and fax those pages to me. Thanks. 



We will keep you posted on any comments from Saddler. 
Jim 



Fonwarded by Janrres Heist/WHQ/HUDOlG on 09/15/2004 04:15 PM 




Stanley 
McL.ead/WHQ/HUDOIG 

09/15/2004 02:22 PM 



To jheist@hudoig.gov 
cc 
Subject Fw;CVR 




pass our comments to Beard. We are asking some additional questions of Bryan w^hich may have further 
impact 

Stanley -- Questions to, and answers from, Mr. Saddler need to be in the 



4 



,-- workpapers. Would you please include us In the discussions. ^ ^ ^ . - 

^i^^^ — ^ ^ — ■ — — <j ^, is e^^oxx 




Fonrarded by Stanley McLeod/WHQ/HUDOIG on 09/15/2004 02:18 PM 

Roger 
Ntesen/WHQ/HUDOIG 



09/15/2004 02:11 PM 



To Stanley McLeod/WHQ/HUDO!G@HUDOIG 
cc John Gfygrowski/WHQ/HUDOIG@HUDOIG 
Subject CVR 



a 



Stan, TOP has reviewed the subject draft audit report and has the following comments. We will need to 
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see this one again. 

[attachment "CVR Draft 9-7:-04 (Reg 6).pctf' deleted by D Beard/FTW/HUDOIG] 

This report needs some major rework and may be better structured in two findings. 

I disagree that it may be better structured into two findings. It is fine as it 
is. This is a request audit from Carmen Volenti. He is hoping we can give him 
a strong platform that he can use to justify appropriate sanctions. The 
reports six finding headlines provide that platform and allow a reader to 
skim through six separate instances of questionable behavior. We ore 
attempting to make a customer happy. Thus, I would prefer not to expend 
the serious effort needed to rework this for cosmetic purposes. Also, one 
item that is missing is that these are two different contracts and in some 
instances the cause differs. The duplicates is written the way it is because 
of the possibility of fraud as opposed to compliance with 0MB Circular. 

As suggested by fAr. Heist, I would like to run this by Carmen before we 
proceed 

1 . The Housing Authority of New Orleans was not properly managed. 

• Did not follow procurement regulations 

• Did not properly oversee its contracts 

• Ihi^ropriately steered contracts 

• Permitted conflicts of interest to exist 

2. CVR overcharged for ineligible and inappropriate expenses. 

• CVR in^propriately charged over $1.1 million 

• CVR charged for duplicate and ineligible expenses 

• Inappropriate subsidized expenses 

• Finding 1 should address all the Authority's weaknesses, independent of CVR. It should 
discuss who was in control and responsible. The impact is the amount of inappropriate charges 
that have occurred through lack of oversight etc. Recommendations should be for repayments as 
appropriate ftom non federal fimds aid appropriate administrative actions against the persons 
responsible as identified by position in the report. 

• Finding 2 should address CVR's liberty's it took, emphasizing those instances where 
information was hidden to prevent detection by the Housing Authority, and those billings etc, 
that were in clear violation of the contrcct. This finding should not reiterate aU the faults of the 
Housing Authority's loose controls, but concentrate what CVR did that is wrong. 
Recommendations would be for recoupment of funds and debarment of principles if the case can 
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be shown that this was intentional and not poor record keeping. 

• There are dozens of flagrant expressions and words that need to be removed. To the cold 
reader it ^jpears that the auditor has a bias against the auditee. The audit should stick to the facts 
and let the reader draw the conclusions. 

We cannot locate any flagrant expressions that need to be removed, nor do 
we concur there Is any appearance of bras ~ all the field auditors have 
signed independence statements. This audit does stick to the facts and does 
draw appropriate conclusions — please identify which statements are not 
facts and which conclusions you would like us to remove. 

• All findings and conditions need to be supported with criteria that will convince the cold 
readCT that a required regulation or procedure has been violated. The evidence cannot be audit 
conjecture that these are bad guys, it must be direct. 

Please identify what findings and conditions are not supported with criteria 
and where we have used conjecture that these are bad guys. 

• Referrals can be made to the IRS and the State of LA but they do not need to be addressed 
in this report. 

Disagree. Violations of IRS and State laws and regulations are fair game for 
this report. If not addressed here, then where? 

• Expressions that are unsure like, "it ^jpears" either need to be determined or removed. 

Please identify which "it appears" and other unsure expressions you would 
like us to remove. 

There are comments in this report about CVR's deahngs with Puerto Rico HA. These are 
tangential to the topic at hand and should be removed. 

Disagree. This is evidence of a repeat finding and should appear in the 
report (&A5 7.29). It also aids HUD 's case for debarment since it shows a 
history. 
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us. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT 

Office of Inspector General 

4517*St,S.W, 
WA5HINGTON,D.C.2041CM500 

DEC f 7 2004 

Assistant Inspector General for Audit, GA 
SmSECr: Ho^^^otho^ty ofNew Cleans Cent:.. Wit. CVR Associate, ^c. New 

drafted cannot be issued. We found problems wit^ina^irtet . '"^"'' "" ^'"'^'''^^ 

inappropriate criteria and nou-comoLce w^fh^Z. , ? ^^ ""P^^^ ^^ ^« °f 

Manual and GovernnxentAu'diSrst^^rrS^^""^ 

your draft report recommendatioi^ Ms^^'th^r..^. examined the support for each of 

and 3^u perfonned insumciT^;:^Ti^oTr^^ ^ "^ '*^™^^ ^^ ^^ ^^^ 
actions. ^^^° *° "^^^ recommendations for corrective 

TOPconcIudedandrconcurtIiatthereisnoneedforafnrT..i a: 

Kevin M^ZLtZlt^lZlo'^'^^^^^^ ^^ ^^^^ ^^Ution of 

Board of your audit ^7Z^M^Zo'tZT^^c^^ ^'T'"' '"^^^ '^^^ ^° ^^ 
the status of file referral. "^^"^ ^^ ^^^^^t ^ periodic report on 
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Attachment 



Tecimica] Oversight and Planning Division 
Report on Review of Draft Audit Report 
Housing Authority of New Orleans (HANG) 
Contracts with CVR Associates tie. 



We provided comments on the initial draft report and referred the rennrt to irr 
a..cciated r^on^endatioo. a. discussed in fte l^^.^^ - fiod^ and 



Findings andRecomm^^nHarioTiq- 



Seoretarv for Pmi^^ -u ■ ""■*«"=» *'' "<" demonstrate that the Assistant 

Lm5%! ' ■ '^'^''^y- ^ >"« ™d«n« « tasufficiZ,j„stify„c„~' 

Au^t n X"»'^'^ ""' •?""! '"=' "^"^^ '^' "^^ ^-=«^ '-^ ^ctoUy performed atter 
tS^oS ^"°'"""^' •"= "* ™'=°" ^ ^"^-■>' .oius.ifyt::^„f the 

lMsreoonm.enda.ion was based on theirrsttwo recon^^iations that are not sq,p„rted. 
As discussed above, Region 5 did no. demons.ra.e fta. fte HA actions were never anthorized. 
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Affachment 



SS'^ltTlT " f '^ ^-^orandum that they would be glad to examine a revised draft to 
a^ess whe&er a basis for action against CVR exists under the FAR. Region 6's revised 

mar CVR violated the cntena in FAR as requested hy IG Legal Counsel. 

tf l.^rr'"?^ '" ^C.Aa/^C© take appropriate administrative scmctions against CVR 

^^^^S^rrfr^'^T"'' ""^^"^ '""°""^"* ^PP'^P^'-'- -dministrati.eZ7toT 
against former Authority administrators. -^t^ciions 

The revised discussion draft did not contain the evidence as requested by IG Counsel i. th^r 
m^or^dum, to dononstrate that CVR principals and form^HA al^^^rTJoJe^S 
FAR and are subject to administrative sanctions. violated the 

f^S^'^l^^^f'^ends in 2E in the initial discussion drafi that HIW should ref^^ 
^^olut^onof^hetherCJ^misclasstyied employees as independent con^^^^^^ ' 

nl^Tf "^^"^ ^ *'^ memorandum that until evidence presented in the draft reoort 
demonstrates that such misclassifications (of subcontractors) falls withhi the Oto^. l^t h u 

^upUcate b,lh„g,,n3A 'f'eamountof $18M2 for subcontractor CasterUne&A^JIl: h. 
iBt^ amount of $6,116 in the mittal discussion draft and increased ZsT^t^^^- , 
^^f^o.,crUe,„s.andinSCtHca,n^n..fS22.sifor:^^^'^:^'-'^ 

fke^Zi','^'""'^^ '" ^^ ""' ™° ■*'=« '^'^'o '"^^ Iml action to seekrecoven, of "^ 
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Attachment 

We do not agree that a debannent action is appropriate because the dollar amounts in this 
iindmg are minor. • 

5f /^r'^/'T'"'"!'^^' i^i, direct the HA to initiate legal action to seek recovery in 4A of 
:h22,107for off^site office space, in 4B of $20,208 for telephone expenses, in 4C of $36 215 for 
clerical support, and in 4D to initiate administrative sanctions against CVRpnncipaU 

The initial draft contained finding 4 captioned as the Authority inappropriately subsidized CVR 
b^rn^s expens^. IG Counsel reviewed the criteria for the finS Jstat JS"cSf 
did not offer a strong ba^is for action regarding inappropriate charges. IG Counsel 
recommended that subsequent drafts explore an altemative theoiy that CVR's expenses are 

that time^ The 10-27-04 draft revised the criteria for finding 4 modified on page 33 in one ' 
Z^f and contamad the same recommeadation with the exception of m4Lg the 
amount questioned by a mmor amount The discussion dmft changes do not provicb sufficient 
evidence that CVR expenses are unrelated to the contractual duties ''°'^'^^ '^'^^^ 

Region 6 recommends in 5 A that HUD direct the HA to repay its program $131, 840, 

t^ Board of HANO, approved the contract and authorized the disbursement of $131 840 The 
draft report mappropnately recommends that HUD undo what it previously authorli 

^n^TTT'^'^Z^ '" ^^ '^"'^^ '^^PP'^P'i^^^ 'Administrative sanctions against 
former Authority administrators. againsx 

The HA former administratois were perfomiing their duties as directed by HUD and in 
accordance with the provision of the Cooperative Endeavor Agreement. """^ "^^ "^ 

^Counsel stated th^ finding number 6 should be pared down significantly SpecificaUv the 
mrelevant pomts tiat do not bear upon the finding include, but are not limit^ T^^' 
^joym^t of a do^ade longrelationship, HANO's counsel advise on th^^^d^, 
HUD exonerated Mr. Maichman of federal ethics violation in footnote SA 

■ae finding was not pared down significantly and the irrelevant points remain The footnote 
reference was deleted but the other two references remain. 

^riZ wr^' "^^l""t ^ " ^'"'' '° *^^ ^^'^ recommending action against Mr 
tlT^^tio^ "Z"^: t' "'2" r'^^"* °'^^- ^ ^PP--^ - re^finTnUD to 
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Tho (M report does not provide suiScient specific evidence against CVR principals or the 
names of the principals to justify the debarment action. P or me 

Shl^ t^"" prepared a referral on Ms. Hill and that should be sufficient to address 
Tt r ^ W^th respect to Mr. Marchman we have discussed this with Counsel. We know 
that tte contract schedules should have been attached and maintained, but whether feilureSl 
so constitutes an offense indicating a lack of busmess integrity seems highly s^eot 
^competence, per^ps, but probably not a lack of integrity. Unless someone prosecutes 
Marchman successfully -- and for misdeeds in comxection with maintaimng the^n^T 
t^ .T ^V"^^ ""^ money within the 2-year post-emplo>ment ban - ^7 

IG Audit Operations Mannaf anH 
Government AnrTiti Tig Standard?;- 

^'Sl-2"'^'^^? ^"""^ ^^"^^ ^""^"^^ ^^^^3) states that auditors must describe in 
narrative what items are selected, the selection process hmitations if any and resultS 
^^Z^ ^« Objective Scope, ^d Methodology paragraph. For L most p^L was 
accomphshedL However, m footuote 35 the draft report states we perfonned limited testing to 

^tionties or charged more than one housing authority for the same expenses Hie reSts 
™moondusive and forthar work was notperfonned due to time conLint ^e^ed 

AOM paragraph 3-1 6A3 states that findmgs must be faily and objectively developed and 

p^ented m an mibiased mamier. Furtiier, the Government Audi4g Stan^ X^t 8 46 

s^esobjectivxtyrequires that the presentationofthe entire reporibe^al^^^ 

^^L?'"?^"^^ """^"^^ ^'^''^' P^^^ S-^7 el^orates to state ZZTsSL 
be bal^ced by requmng that reports present sound and logical evidence to suppo^^cSSci 

Mp?Sr^ ^ ™^ '^J''*^^^ °' ^^^^ ^ characterize evid^ce in a way^t 
S d^^??v ' unsiq^ported conclusions. We infonned Region 6 in commenta^rthe 
mitial draft that biased terms were noted and should be deleted. The revised i^ortc^nSklthe 
same biased words. The Usts of biased words and or phrases are on the foS^^i f ^" 
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Government Auditing Standards describe the elements for a quality report including being 
complete and concise. In paragr^h 8.41 the Government Auditing Standards require that the 
report contain all evidence needed to satisfy the audit objectives and promote an adequate and 
correct understanding of the matters reported. Paragraph 8.53 requires that the report be no 
longer than necessary to convey and support the message. It states further that extraneous 
detail detracts fixim a report and may even conceal the real message and may confuse or distract 
the lis er. 

The revised discussion draft does not comply with the standards for being complete and 
concise. In the draft report's Background section on page 1 in the first paragr^h the 
discussion draft states '*HnD allowed the Authority to manipulate itself off the troubled list 
tlirough the use of self-certified peiformance scores". In the Background section beginning on 
page 3, the discussion draft states diat the Authority awarded three contracts to CVR including 
the contract for technical assistance for $2,778,240 and on page 4 the discussion draft discusses 
the technical assistance contract in detail. The discussion about the troubled list and technical 
assistance contract is extraneous detail because the discussion draft did not demonstrate its 
relevance to the audit objectives. 

AOM paragr^h 3-1 7c2 states that auditors must provide HUD management with as much 
information as possible to help in determining what action they should take. The findings did 
not identify the source of funds nor the programs being charged and therefore will not assist 
HUD management in deciding on the appropriate action to take. 

AOM paragraph 4-2A5a describes the information needed for the Background section of the 
report The Background section nomially will not discuss the content of the findings. 
However, the discussion draft did include in, the Background section, information about the 
finding on the payment to Mr. Marchman in violation of the Louisiana Ethics Law, and on the 
discrepancies in the procurement process. Similarly, AOM paragraph 4-2A5b describes the 
information needed for the Scope and Methodology section of the report. The Scope and 
Methodology section nomiaUy wiU not discuss the content of the findings. However, the 
discussion draft did include in the Objective and Scope section information about the content 
of the six audit findings. 

Policies and Procedures: 

AOM paragraph 1-5 discusses the inter-office communications and coordination needed 
between OIG offices in both Headquarters and the Regions. The AOM recognizes diat auditors 
may need the advice of IG Counsel. For this assignment the region should have consulted IG 
Counsel for clarification of numerous requirements on a for-profit entity becauise the 
contractual provisions were not clear. The region used 0MB A-87 as the criterion and as IG 
. Counsel explained this criterion is not for a for-profit entity and Federal Acquisition 
Regulations ^ply. The region interpreted the contractual provision as not pennitting CVR to 
substitute personnel but IG Counsel disagrees and states the region will not prevail in this 
argument. The region mterpreted the contract provision as not allowing CVR to charge for 
certain expenses but IG Counsel states that the evidence does not present a stiong breach 
theory although an alternative approach is possible. The region expended a significant amount 
of audit resources that could have been avoided if IG Counsel's advice had been obtained early 
in the audit. 
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EXHIBIT F12 

v^ Cc! William Nixon/ FTW/HUDOIG®HUDOIG ; Danita Wade/FTW/HUDOIG@HUDOIG; 

■* Lynelle Kunst/FTW/HUDOIG®HUDOIG; Donna Hawkins/WAS/HUDOIGSHODOIG 
Subject J Re: CVR 



: James Heist/WHQ/HUDOIG 
-:r 09/15/2004 03:24 PM 



■€" 




To D Beard/FTW/HUD0IG@HUD01G 
cc OIG TOP Revi6w/WHQ/HUD0IG@HUDOIG 
Subject Fw:CVR 



Please restructure the report and revise as suggested. Return the revised draft for review. 

See comments below. 



In addition to Roger's and Stan's comments, the background and scope sections have finding information 
that does not belong in those sections. 

Would you please circle what you see and fax those pages to me. Thanks. 

We will keep you posted on any comments from Saddler. 
Jim 



■ Forwarded by James Heist/WHQ/HUDOIG on 09/15/2004 04:15 PM 




Stanley 
McLeod/WHQ/HUDOIG 

09/15/2004 02:22 PM 



To jheist@hLtdoig,gov 
cc 
Subjea Fw:CVR 




pass our comments to Beard. We are asking some additional questions of Bryan which may have further 
impact 



4 



Stanley ~ Questions to, and answers from, Mr. Saddler need to be in the 
(^ workpapers. Would y ou please include us in the discussions. 




— Forwarded by Stanley McLeod/WHQ/HUDOIG on 09/15/2004 02:18 PM — 



Roger 
Niesen/WHQ/HUDOIG 

09/15/2004 02:11 PM 




To Stanley McLeod/WHQ/HUDOiG@HUDO!G 
cc John Grygrowski/WHQ/HUDOIG@HUDOIG 
Subject CVR 



Stan, TOP has reviewed the subject draft audit report and has the following comments. We will need to 
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see this one again. 

lattachment "CVR Draft 9-7-04 (Reg 6).pdf deleted by D Beard/FTW/HUDOIG] 

This report needs some major rework and may be better structured in two findings. 

I disagree that tt may be better structured into two findings. It is fine as it 
is. This is a request audit from Carmen Volenti. He is hoping we can give him 
a strong platform that he can use to justify appropriate sanctions. The 
reports six finding headlines provide that platform and allow a reader to 
skim through six separate instances of questionable behavior. We are 
attempting to make a customer happy. Thus, I would prefer not to expend 
the serious effort needed to rework this for cosmetic purposes. Also, one 
item that is missing is that these are two different contracts and in some 
instances the cause differs. The duplicates is written the way it is because 
of the possibility of fraud as opposed to compliance with 0MB Circular. 

As suggested by Mr. Heist, I would like to run this by Carmen before we 
proceed 

1 . The Housing Authority of New Orleans w^as not properly managed. 

• EKd not follow procurement regulations 

• Did not properly oversee its contracts 

• In^jpropriately steered contracts 

• Permitted conflicts of interest to exist 

2. CVR overcharged for ineligible and inappropriate expenses. 

• CVR inappropriately charged over $1.1 million 

• CVR charged for duplicate and ineligible expenses 

• Inappropriate subsidized expenses 

• Finding 1 should address all the Authority's weaknesses, independent of CVR, It should 
discuss who was in control and responsible. The impact is the amount of in^propriate charges 
that have occurred through lack of oversight etc. Recommendations should be for repayments as 
appropriate from non federal funds and qjpropriate administrative actions against the persons 
responsible as identified by position in the report. 

• Finding 2 should address CVR's liberty's it took, emphasizing ttiose instances where 
information was hidden to prevent detection by the Housing Authority, and those billings etc. 
that were in clear violation of the contract. This finding should not reiterate all the faults of the 
Housing Authority's loose controls, but concentrate what CVR did that is wrong. 
Recommendations would be for recoupment of fimds and debarment of principles if the case can 
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\ be shown that this was intentional and not poor record keeping. -^ 

• There are dozens of flagrant expressions and words that need to be removed. To the cold 
reader it appears that the auditor has a bias against the auditee. The audit should stick to the facts 
and let the reader draw the conclusions. 

We cannot locate any flagrant expressions that need to be removed, nor do 
we concur there is any appearance of bias ~ all the field auditors have 
signed independence statements. This audit does stick to the facts and does 
draw appropriate conclusions ~ please identify which statements are not 
facts and which conclusions you would like us to remove. 

• All findings and conditions need to be supported with criteria that will convince the cold 
reader that a required regulation or procedure has been violated. The evidence cannot be audit 
conjecture that these are bad guys, it must be direct. 

Please identify what findings and conditions are not supported with criteria 
and where we have used conjecture that these are bad guys. 

• Referrals can be made to the IRS and the State of LA but they do not need to be addressed 
in this report. 

Disagree. Violations of IRS and State laws and regulations are fair game for 
this report. If not addressed here, then where? 

• Expressions that are unsure like, "it appears" either need to be determined or removed. 

Please identify which "it appears" and other unsure expressions you would 
like us to remove. 

There are comments in this report about CVR's dealings with Puerto Rico HA. These are 
tangential to the topic at hand and should be removed. 

Disagree. This is evidence of a repeat finding and should appear in the 
report (GAS 7.29). It also aids HUD's casz for debarment since it shows a 
history. 



